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I ndependent Auditor’s Report

To the Honorable Mayor and
Members of the City Council
City of Marion, lowa

We have audited the accompanying financid statements of the governmentd activities, the business type activities,
the discretely presented component unit, each mgjor fund, and the aggregate remaining fund information of the
City of Marion, lowa, as of and for the year ended June 30, 2004, which collectively comprise the City of
Marion's badc financid statements as listed in the table of contents. These basic financid Statements are the
respongbility of the City’s management. Our responghility is to express an opinion on these financid statements
based on our audit.

We conducted our audit in accordance with auditing standards generaly accepted in the United States of
America, Chapter 11 of the Code of lowa, and the standards agpplicable to financia audits contained in
Government Auditing Standards, issued by the Comptroller Genera of the United States. Those standards and
provisions require that we plan and perform the audit to obtain reasonable assurance about whether the financia
datements are free of materid misstatement. An audit includes examining, on atest basis, evidence supporting the
amounts and disclosures in the financid statements. An audit aso includes assessing the accounting principles
used and gdgnificant edimates made by management, as wdl as evduating the overdl financid Satement
presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financia statements referred to above present farly, in dl materid respects, the financid
position of the governmentd activities, each mgor fund, and the aggregate remaining fund information of the City
at June 30, 2004, and the results of its operations and the cash flows of its proprietary fund type for the year then
ended in conformity with accounting principals generdly accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated September 2, 2004
on our condderation of the City of Marion's internd control over financia reporting and our tests of its
compliance with certain provisons of laws, regulaions, contracts and grants. This report is an integrd part of an
audit performed in accordance with Government Auditing Standards and should be read in conjunction with
this report in congdering the resuts of our audit.

Management’s Discusson and Andysis and budgetary comparison information on pages 8 through 15 and 39
through 41 are not required parts of the basic financid statements, but are supplementary information required by
the Governmental Accounting Standards Board. We have gpplied certain limited procedures, which conssted
principdly of inquiries of management regarding the methods of measurement and presentation of the
supplementary information. We did not audit the information and express no opinion on it.



Our audit was performed for the purpose of forming opinions on the financia statements that collectively comprise
the City of Marion’s basic financid statements. We previoudy audited, in accordance with the standards referred
to in the second paragraph of this report, the financid statements for the year ended June 30, 2003 (none of which
are presented herein) and expressed unqudified opinions on those financid datements. The supplementary
information included in Schedules 1-5 is presented for purposes of additional analysis and is not arequired part of
the basic financid statements. Such information has been subjected to the auditing procedures gpplied in our audit
of the basic financiad statements and, in aur opinion, isfarly sated, in al materia respects, in relaion to the basic
financid statements taken asawhole.

Cedar Rapids, lowa
September 2, 2004



Management’s Discussion and Analysis

As management of the City of Marion, lowa, we offer readers of the City of Marion’'s financid statements this
narrative and andysis of the financid statements of the City of Marion for the fisca year ended June 30, 2004.
This section should be read in conjunction with the financia statements and the accompanying notes thet follow. It
should dso be noted that the information contained here will provide information on both the governmentd
operations and the business activities of the City.

Financial Highlights

The assets of the City of Marion exceeded its liabilities at the close of June 30, 2004, by $143.8 million (net
assts). Of this amount, $15.8 million (unrestricted net assets) may be used to meet the government’s ongoing
obligationsto citizens and creditors.

The government’ stotal assets increased by $15.2 million.

At the end of the current fiscd year, unreserved fund baance for the general fund was $8.0 million, or 78.3
percent of the total General Fund expenditures. For the purpose of these financid statements, the Generd Fund
aso includes the Equipment Replacement and the Tax Stabilization Funds.

Tota genera obligation debt increased by $1.775 million. This was due to a new generad obligation debt issue of
$3.1 million and subsequent retirements of $1.325 million.

Overview of the Financial Statements

This discusson and analyss is intended to serve as an introduction to the City of Marion's basic financid
datements. The City of Marion’s basic financid statements are comprised of three components. 1) government-
wide financid statements, 2) fund financid statements, and 3) notes to the financid statements.

The report consgts of government-wide statements, fund financia statements, notes to the financia statements,
combining schedules of non-magjor funds and supplementary information. The firdt severd statements are highly
condensed and present a government-wide view of the City’s finances. The governmenta activities of the City of
Marion include genera government, police and fire protection, streets and public buildings operation and
maintenance, and parks and recredtion activitiess The mgor busness-type activities include solid waste
management collection and a sanitary sewer system. The City’s only component unit, the Marion Municipa
Water Department, is aso included in the financid statements and notes.

Government-wide Financial Statements

The government-wide financid statements include the Statement of Net Assets. The Statement of Net Assets
presents information on dl of the City of Marion's assets and liabilities, with the difference between the two
reported as Net Assets. Over time, increases or decreases in net assets may serve as a useful indicator of
whether the financid postion of the City is improving or deteriorating. For the firg time, government activities
reflect cagpital assets including infrastructure and long-term liabilities and business activities reflect capitd assets
and long-term ligbilities.



The Statement of Activities is dso induded in the government-wide financid statements. The focus of the
Statement of Activities is to show how the government’s assets changed during the most recent fiscd year. All
changes in net assets are reported as soon as the underlying event giving rise to the change occurs, regardless of
the timing of the related cash flows. Thus, revenues and expenses are reported in this statement for some items
that will only result in cash flows in future fiscd periods (e.g., uncollected taxes and earned but unused vacetion
leave). The government-wide statements include the Statement of Net Assets and the Statement of Activities and
can be found on pages 17-20 of this report.

Statement of Net Assetsfor the Fiscal Years Ended June 30, 2004 and 2003
A condensed version of the Statement of Net Assats as of June 30, 2004 and 2003 follows:

(in thousands)

Governmental Business-type Total
Activities Activities Government
2004 2003 2004 2003 2004 2003

Cash and investments $ 24997 $ 22412 $ 5454 $ 5164 $ 30451 $ 27,576
Other assets 11,650 10,984 483 541 12,133 11,525
Capitd assets 109,431 99,218 15,759 14,282 125,190 113,500
Total assets $146,078 $132614 $ 2169 $ 19987 $167.774 $152,601

Other ligbilities $ 11449 % 1192 $ 142 $ 202 $ 11591 $ 1,394
Noncurrent liabilities 12,336 10,467 53 83 12,389 10,550

Totd ligbilities $2378 $11659 $ 195 $ 285 $ 23980 $ 11,944

Net assets:
Invested in capital assets,
net of debt $ 98,161 $ 99218 $ 15692 $ 14,272 $113,853 $113,490
Redtricted 10,901 8,764 3,201 2,748 14,102 11,512
Unredtricted 13,231 12,973 2,607 2,682 15,838 15,655

Total net assets  $122,293  $120,955 $ 21,500 $ 19,702 $143,793  $140.657

Governmental Activities

Net assets increased mainly due to improvements other than buildings increasing $1.3 million for the fisca year
2004. The mgjority of the increase was due to street congtruction.

Business-type Activities

Tota assets increased by $1.8 million for the fiscal year 2004 primarily due to equipment purchases and system
improvements.



Statements of Activitiesfor the Fiscal Y ears Ended June 30, 2004 and 2003
A summary verson of the Statement of Activities follows:

(in thousands)

Governmental Business-type Total
Activities Activities Government
2004 2003 2004 2003 2004 2003
Revenues.
Charges for services $ 1167 $ 1233 $ 3297 $ 308 $ 4464 $ 4321
Operating grants and
contributions 459 342 - 69 459 411
Capita grantsand
contributions 9,864 4,798 1,341 977 11,205 5,775
Generd revenues.
Property taxes 10,241 9,929 - - 10,241 9,929
Other taxes 870 1,346 - - 870 1,346
Franchise fees 47 70 - - 47 70
Road Use Taxes 2,203 2,123 - - 2,203 2,123
State replacement tax - 295 - - - 295
Invesment income 658 693 127 146 785 839
Miscellaneous revenue 20 22 84 82 104 104
Total revenues 25,529 20,851 4,849 4,362 30,378 25,213
Expenses.
Public safety 5,665 5,603 - - 5,665 5,603
Public works 3,810 4,047 - - 3,810 4,047
Culture and recregtion 2,185 2,724 - - 2,185 2,724
Community and economic
development 1,092 1,253 - - 1,092 1,253
Generd government 1,297 1,130 - - 1,297 1,130
Interest on long-term debt 469 526 - - 469 526
Sanitary sewer - - 1,876 1,876 1,876 1,876
Solid waste management - - 986 874 986 874
Total expenses 14,518 15,283 2,862 2,750 17,380 18,033
Tranders 190 445 (190) (445) - -
Changes in net assets 11,201 6,013 1,797 1,167 12,998 7,180
Beginning net assts (1) 111,093 114,942 19,702 18,535 130,795 133,477
Ending net assets $122.294 $120955 $ 21499 §$ 19,702 $143,793  $140,657

(1) Seefootnote for prior period adjustment.
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Governmental Activities

Charges for services make up 4.6 percent of governmenta revenues. Operating and capita grants, primarily for
street projects and building improvement projects, make up another 40.4 percent of governmenta revenues.
The remaining revenue comes from taxes, primarily property taxes, and interest revenue.

Business-type Activities

As expected, charges for services is the primary revenue source for business-type activities. Sanitary sewer
fees and solid waste fees are the primary charges for services that make up 68.0 percent of total revenues.
Investment income accounts for an additiona 2.6 percent of tota revenues.

Fund Financial Statements

A fund is a grouping of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objects.  The City, like other state and locad governments, uses fund
accounting to ensure and demonsrate compliance with finance-reated legd requirements. All of the funds of
the City can be divided into three categories. governmenta funds, proprietary funds and fiduciary funds.

Governmental Funds

Governmenta funds are used to account for essentidly the same functions reported as governmentd activitiesin
the government-wide financid datements. However, unlike the government-wide financid datements,
governmenta fund financid statements focus on near-term inflows and outflows of spendable resources, as well
as on baances avalable a the end of the fiscd year. Such information may be useful in evauating a
government’s near term financing requirements.

Because the focus of governmenta funds is narrower than that of the government-wide financia statements it is
useful to compare the information presented for governmenta funds with smilar information presented for

governmenta activities in the government-wide financia statements. By doing o, readers can better understand
the long-term impact of the City’s near term financing decisons. Both the governmenta fund balance sheet and
the governmentd fund statement of revenues, expenditures and changes in fund balances provide a reconciliation
to facilitate this comparison between governmenta funds and governmentd activities.

The City of Marion maintains severd individua governmenta funds. Information is presented separately in the
governmentd fund baance sheet and in the governmenta fund statement of revenues, expenditures and changes
in fund balance for the Generd fund and the Capitd Projects fund, which are considered to be mgor funds.

Data from the other governmenta unds are combined into a single, aggregated presentation. Individua fund
data for each of these non-mgor governmentd fundsis provided in the form of combining statements esewhere
in the report. The basic governmentd financid statements can be found on pages 21-28 of this report.
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Proprietary Funds

The City of Marion maintains two different types of proprietary funds. Enterprise funds are used to report the
same functions presented as business-type activities in the government-wide financia statements. The City uses
enterprise funds to account for its storm water, solid waste and sanitary sewer operations. Interna service
funds are an accounting device used to accumulate and alocate interndly among the City’s various functions.
The City of Marion uses an interna service fund to account for its city provided hedth insurance. Because this
service predominady benefits governmentd rather than business-type functions, it has been included within the
governmentd activitiesin the governmenta-wide financid satements.

Proprietary funds provide the same type of information as government-wide financid statements, only in more
detail. The proprietary fund financiad statements provide separate information for the Sanitary Sewer operations
asthisis consdered amgor fund of the City. Individua fund data for each of the non-mgor enterprise fundsis
provided in the form of combining statements e sewhere in thisreport. The Internd Service fund is shown in the
proprietary fund financid statements. The basic proprietary financia statements can be found on pages 29-36
of thisreport.

Fiduciary Funds

Fiduciary funds are used to account for resources held for the benefit of parties outsde the government.
Fiduciary funds ae not reflected on the government-wide financia statements because the resources of these
funds are not available to support the City of Marion’s own programs. The accounting used for fiduciary funds
is much like that used for proprietary funds. The basic fiduciary funds financid statements can be found on
pages 37-38 of this report.

Notesto the Financial Statements

The notes provide additiona information that is essentid to a full understanding of the data provided in the
government-wide and fund financid statements. The notes to the financid statements can be found on pages
42-59 of this report.

Budgetary Highlights- General Fund
The City had one budget amendment during the fisca year, which is our common practice. The mgjor increases
in revenues and expenses were aresult of a flood that occurred on June 4, 2003. The City incurred expenses

due to clean-up and repairs and received disaster recover funds from Federd Emergency Management Agency
(FEMA).
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Capital Assetsand Debt Administration

Capital Assets

As of June 30, 2004, the City had invested $109.4 million (net of depreciation) in capital assats as are reflected
in the following table. These investments include land, buildings, improvements, machinery and equipment,
roads, bridges and infrastructure.

(in thousands-net of depreciation)

Governmental Business-type Total
Activities Activities Gover nment
2004 2003 2004 2003 2004 2003

Land $ 48589 $ 43743 $ - $ - $ 48,589 $ 43,743

Building and gtructures 8,602 8,397 - - 8,602 8,397
Improvements other than

buildings 71,727 64,205 - - 71,727 64,205

Machinery and equipment 5,874 5,230 1,501 1,422 7,375 6,652

Didtribution system - - 25,206 23,307 25,206 23,307

Congtruction in progress 2,787 2,770 208 298 2,995 3,068

Accumulated depreciation (28,178) (25,127) (11,212) (10,745) (39,390) (35,872)

Total $109401 $ 99218 $ 15703 $ 14282 $125104 $113,500

The following table reconciles the change in capitd assets. The amount for governmentd activities is $10.2
million, which represents a 10.3 percent increase. For business-type activities, the amount is $1.4 million, which
isa9 percent increase. Detall of this summary is presented on pages 52-54 of the notes.

(in thousands)

Governmental Business-type Total
Activities Activities Government
2004 2003 2004 2003 2004 2003

Beginning baance $ 99,218 $ 93544 $ 14,282 $ 13221 $113,500 $106,765
Additions 10,513 5,798 1,777 1,308 12,290 7,106
Retirements - net of

depreciation (32) (39 (45) (74) (77) (108)
Depreciation (3,085) (2,860) (519) (471) (3,604) (3,331)
Congtruction in progress 2,787 2,770 208 298 2,995 3,068

Ending Balance $109401 $ 99218 $ 15,703 $ 14282 $125104 $113,500

Governmental Activities
Magor additions to capitd assets conssted primarily of dreets, sorm sewers and equipment.  Primary

retirements were the replacement of four police cars that were scheduled to be replaced based on an on-going
replacement schedule.
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Business-type Activities

Sanitary sewer improvements amounted to just over a million dollars.  Annudly, the solid waste division
replaces agarbage truck at a cost of around $130,000 as a scheduled replacement.

Déebt Administration

The amount of generd obligation debt outstanding at fiscad year end was $11.2 million as compared to $9.5
million the prior fiscd year. This debt is backed by the full faith and credit of the City. Every other year, the
City issues a genera obligation bond issue to fund various street, sewer and other essentid corporate purpose
projects.

Moody’s Investment Services has rated the City’s genera obligation bonds at Aa2 since December 2001.
Prior to that date, the City’s bonds were rated at Aa3, which was an upgrade from an A1 that was made in
December 1999.

For more detailed information on the City’s debt, please refer to pages 54-56 of the Notes to the Financia
Statements.

Economic Factors

The unemployment rate for Linn County is currently a 4.7 percent, which is dightly higher than the previous
year of 4.5 percent, but less than the National unemployment rate of 5.4 percent. Although this rate has risen, it
is not necessarily abad sign due to the fact the labor force was so tight previoudy it was sometimes difficult to
find quaified workers.

Retall sales are aso reported on afiscal year, April 1 to March 31, basis. For fisca year 2004 (April 1, 2003
to March 31, 2004), retail sdes for Marion were $259.1 million and $2,832.7 million for Linn County. For
fisca year 2003, retall sales were $252.2 million for Marion and $2,751.3 million for Linn County.

Thetotal vaue of building permits for fiscal year 2004 was approximatdy $56.0 million, which is down from the
fiscd year 2003 amount of $77.4 million. Fiscad year 2004 was a very srong year, but in fiscal year 2003,
there was the condruction of a new school, two large indudtrid facilities, and severa large multi-family
resdentia projects.

Next Year’s Budget and Rates

The City Council established the god thet the fiscd year 04-05 budget should not increase City property tax
payments for the typical homeowner by more than 3 percent. The adopted budget achieves this god with an
increase of 0.5 percent and accomplishes al of the Council’s long-standing objectives induding mantaining the
current level of services, maintaining adequate levels of cash reserves and complying with dl of the City’s
financid policies.

The City does not anticipate any substantia increases in ether sanitary sewer operation costs or solid waste
operationa codts, S0 no rate increase is proposed.

The tota City tax levy rate for fisca year 04-05 is 13.65103 per taxable valuation compared to 13.46667 for
fiscal year 03-04. Net taxable valuation for fiscal year 04-05 is $796.5 million, which was an increase of $47.2
million from fiscd year 03-04 when it was $749.3 million.
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Financial Information Contact

The City’s financid Statements are designed to present users (citizens, taxpayers, customers, investors and
creditors) with a genera overview of the City’s finances and to demongtrate the City’s accountability. If you
have questions about the report or need additiona financid information, please contact the Office of the Finance
Director at 1100 8" Avenug, City Hall, Marion, lowa 52302.
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CITY OF MARION
Statement of Net Assets

For the Year Ended June 30, 2004

Component
Primary Government Unit
Gover nmental Business
Activities Activities Totals W ater
ASSETS
Current assets:

Cash and cash investments $ 24997441 $ 5453952 $ 30451393 $ 1,711,812
Receaivables:

Property tax 10,825,577 - 10,825,577 -

Accounts 74,455 184,630 289,085 255,754

Unbilled revenue - 289,396 289,396 438,898

Interest 42,802 8,500 51,302 -

Notes 33,780 - 33,780 -
Due from other governments 216,047 - 216,047 -
Inventories 70,365 - 70,365 58,550
Prepaid items 27,200 - 27,200 16,393
Restricted assets:

Internal balances 369,692 - 369,692 -

Tota current assets 36,657,359 5,936,478 42,593,837 2,481,407

Noncurrent assets:

Notes receivable 30,007 55,998 86,005 -
Land 48,589,496 - 48,589,496 265,094
Buildings 8,601,518 - 8,601,518 -
Improvements other than

buildings 71,726,718 - 71,726,718 -
Equipment 5,873,638 1,501,135 7,374,773 390,319
Didribution sysem - 24,944,247 24,944,247 8,516,847
Storm water system - 261,704 261,704 -
Accumulated depreciation (28,177,737) (11,212,116) (39,389,853) (1,847,014)
Congtruction in progress 2,786,969 208,127 2,995,096 179,300

Tota noncurrent assets 109,430,609 15,759,095 125,189,704 7,504,546

TOTAL ASSETS $ 146,087968 $ 21695573 $ 167783541 $ 9,985,953
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LIABILITIES

Current ligbilities:
Accounts payable
Accrued payroll
Interest payable
Other accrued expenses
Deferred revenue
Due to primary government

Totd current ligbilities

Noncurrent ligbilities:
Due within one year:
Generd obligation
bonds payable
Notes payable
Compensated absences
Due after one year:
Generd obligation
bonds payable
Notes payable
Compensated absences

Totd noncurrent
ligbilities
Totd ligbilities
NET ASSETS
Invested in capital assets,
net of related debt
Redtricted for:

Future congtruction
Unrestricted

TOTAL NET ASSETS

Exhibit A

Component
Primary Gover nment Unit
Governmental Business
Activities Activities Totals W ater
$ 406,367 $ 114862 $ 521,229 $ 78,810
294, 577 27,231 321,808 18,698
87,448 - 87,448 -
- - - 3,886
10,660,635 - 10,660,635 -
- - - 474,026
11,449,027 142.093 11,591,120 575,420
1,380,000 - 1,380,000 -
- 34,341 34,341 -
690,783 18,540 709,323 22,519
9,860,000 - 9,860,000 -
405,486 - 405,486 23,290
12,336,269 52,881 12,389,150 45,809
23,785,296 194,974 23,980,270 621,229
98,160,602 15,692,135 113,852,737 7,504,545
10,900,802 3,201,187 14,101,989 150,000
13,241,268 2,607,277 15,848,545 1,710,179
$ 122302672 $ 21500599 $ 143803271 $ 9.364.724

These financid statements should be read only in connection
with the accompanying notes to the financid gatements.
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CITY OF MARION

Statement of Activities

For the Year Ended June 30, 2004

Functions/Programs
Primary Government
Governmenta Activities.
Operding:
Public Sefety
Public Works
Culture and Recrestion
Community and Economic
Deve opment

Generd Government
Interest

Totd Governmental
Activities

Budness Activities
Sewer
Solid Waste

Totd Business Activities
Tota Primary Government

Component Unit:
Water

Generd Revenues.
Property taxes
TIF revenue
Other city taxes
Road use tax
State replacement tax
Franchise taxes
[nvestment income
Assessments
Miscdllaneous revenue
Losson sde of capita assets
Transfers

Change in net assets
Net assets, beginning as restated

Net assets, ending

Expenses

Program Revenues
Operating Capital
Chargesfor Grantsand Grantsand
Services Contributions Contributions

5665227 $ 203491 $ 121,794 $ 84,537
3,810,402 82,110 - 9,779,141
2,184,899 287,991 199,089 -
1,091,749 530,810 - -
1,297,454 62,319 137,797 -
469,431 - - -
14,519,162 1,166,721 458,680 9,863,678
1,876,133 2,304,323 121 1,340,758
985,596 993,067 141 -
2,861,729 3,297,390 262 1,340,758
17,380,891 4,464,111 458,942 11,204,436
4,736,408 5,100,010 - 553,584
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Exhibit B

Net (Expense) Revenue and
Changesin Net Assets

Primary Government Component
Governmental Business Unit
Activities Activities Total W ater

$ (5,255,405) $

$ (5,255,405) $ -

6,050,849 - 6,050,849 -
(1,697,819) - (1,697,819) -
(560,939) - (560,939) -
(1,097,338) - (1,097,338) -
(469,431) - (469,431) -
(3,030,083) - (3,030,083) -
- 1,769,069 1,769,069 -
- 7,612 7,612 -
- 1,776,681 1,776,681 -
(3,030,083) 1,776,681 _ (1,253,402) -
- - - 917,186
10,241,000 - 10,241,000 -
534,112 - 534,112 -
336,049 - 336,049 -
2,203,205 - 2,203,205 -
46,956 - 46,956 -
657,518 127,411 784,929 30,016
12,795 - 12,795 -
9,620 84,314 93,934 -
(2,406) - (2,406) -
189,997 (189,997) - -
14,228,846 21728 14,250,574 30,016
11,198,763 1,798,400 12,997,172 947,202
111,103,909 19,702,190 130,806,099 8,417,522
$122302.672 $21.500599 $143.803.271 $ 9.364.724

These financid statements should be read only in connection
with the accompanying notes to the financid statements.
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CITY OF MARION

Balance Sheet
Governmental Funds
June 30, 2004
Employee
General Road Use Benefits
AssHs:
Cash and investments $ 8179905 $ 1497968 $ 244,929
Receaivables:
Property tax 7,020,900 - 2,097,190
Accounts 60,534 - -
Interest 13,712 - -
Notes - - -
Due from other governments 38,986 174,239 2,822
Inventories 70,365 - -
Tota assats $ 15384402 $ 1672207 $ 2344941
Liabilities
Accounts payable $ 101661 $ 42215 $ 15,611
Accrued expenses 267,072 27,505 -
Deferred revenue 6,913,805 - 2,065,201
Totd liabilities 7,282,538 69,720 2,080,812
Fund balances:
Reserved for inventories 70,365 - -
Unreserved 8,031,499 1,602,487 264,129
Tota fund balances 8,101,864 1,602,487 264,129
Totd liahilities and fund balances $ 15384402 $ 1672207 $ 2344941
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Exhibit C

Other
Debt Capital Governmental
Service Projects Funds Total

$ 47119 $ 11,120,719 $ 3,906,801 $ 24,997,441

1,707,487 - - 10,825,577
- - 13,921 74,455
- 21,511 7,579 42,802
- - 63,787 63,787
- - - 216,047
- - - 70,365

$ 1754606 $ 11142230 $ 3992088 $ 36.290.474

$ - $ 241,428 $ 5452 $ 406,367
- - - 294,577

1,681,629 - - 10,660,635
1,681,629 241,428 5,452 11,361,579

- - - 70,365

12977 10,900,802 3,986,636 24,858,530

12977 10,900,802 3,986,636 24,928,895

$ 1754606 $ 11142230 $ 3992088 $ 36.290.474

These financid statements should be read only in connection
with the accompanying notes to the financiad satements.
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Exhibit D
CITY OF MARION
Reconciliation of the Balance Sheet - Governmental Funds
to the Statement of Net Assets
June 30, 2004
Fund balances - tota government funds $ 24,928,895
Amounts reported for governmentd activitiesin the atement of net assets
are different because:
Capita assets used for governmenta activities are not financia resources and,
therefore, are not reported in funds 109,400,603
Internal service funds, net assets 369,692
Long-term lighilities, including bonds payable, are not due and payable
in current period and, therefore, are not reported in the funds:
Compensated absences $ (1,096,270)
Bonds payable (11,240,000)
Accrued interest (87,448)
Bond issuance costs 27,200 (12,396,518)
Net assets - governmentd activities $ 122 302,672

These financid statements should be read only in connection
with the accompanying notes to the financia statements.



23

CITY OF MARION
Statement of Revenues, Expendituresand
Changesin Fund Balance
Governmental Funds

For the Year Ended June 30, 2004

Employee
General Road Use Benefits
Revenues:
Property taxes $ 6679177 $ - $ 2,004,600
Other taxes 336,049 - -
Licenses and permits 545,391 - -
Use of money and property 264,593 - 337
I ntergovernmentdl 375,839 2,203,205 172,817
Charges for services 353,474 - -
Fines and forfeitures 172,133 - -
Speciad assessments 24 - -
Miscellaneous 44,054 - 41,331
Total revenues 8,770,734 2,203,205 2,219,085
Expenditures.
Operding:
Public safety 5,499,269 - 126,499
Public works 742,437 1,429,259 -
Culture and recregtion 2,201,082 - 29,631
Community and economic devel opment 574,001 - -
Generd government 1,245,788 - -
Debt service:
Principa - - -
Interest - - -
Bond issue costs - - -
Capita outlay - 347,777 -
Total expenditures 10,262,577 1,777,036 156,130
Excess (deficiency) of revenues over
(under) expenditures (1,491,843) 426,169 2,062,955
Other financing sources (Uses):
Trandfersin (out):
Operding trandersin 2,671,488 - -
Operating transfers out (672,081) (376,044) (2,304,926)
Sde of equipment 6,125 - -
Bond proceeds - - -
Net other financing sources (Uses) 2,005,532 (376,044) (2,304,926)
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Exhibit E

Other
Debt Capital Governmental
Service Projects Funds Total

1557223 $ - $ - $ 10,241,000
- 6,079 - 342,128

- - - 545,391
1,767 287,690 103,316 657,703

- 137,062 534,112 3,423,035

- 1,559 29,075 384,108

- - - 172,133
12,771 - - 12,795

- 44 525 4,931 134,841
1,571,761 476,915 671,434 15,913,134
- - 30,227 5,655,995

- - 17,827 2,189,523

- - 4,943 2,235,656

- 45,589 470,692 1,090,282

- - - 1,245,788
1,325,000 - - 1,325,000
416,825 - - 416,825
27,200 - - 27,200

- 1,359,562 410,726 2,118,065
1,769,025 1,405,151 934,415 16,304,334
(197,264) (928,236) (262,981) (391,200)
178,824 - 929,971 3,780,283

- (22,235) (215,000) (3,590,286)

- - 6,125

- 3,086,698 - 3,086,698
178,824 3,064,463 714,971 3,282,820

(continued)
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CITY OF MARION
Statement of Revenues, Expendituresand
Changesin Fund Balance
Governmental Funds

For the Year Ended June 30, 2004

Employee
General Road Use Benefits
Excess (deficiency) of revenues and other
financing sources over (under) expenditures
and other financing uses 513,689 50,125 (241,971)
Beginning Fund Baance 7,588,175 1,552,362 506,100
Ending Fund Baance $ 8101864 $ 1602487 $ 264,129
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Exhibit E

Other
Debt Capital Governmental
Service Projects Funds Total
(18,440) 2,136,227 451,990 2,891,620
91,417 8,764,575 3,534,646 22,037,275

$ 72977 $ 10900802 $ 3986636 $ 24,928,895

These financid statements should be read only in connection
with the accompanying notes to the financia statements.
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Exhibit F

CITY OF MARION

Reconciliation of Statement of Revenues, Expenditures
and Changesin Fund Balances- Governmental Funds
to the Statement of Activities

For the Year Ended June 30, 2004

Net change in fund balances - totd governmenta funds $ 2,891,620

Amounts reported for governmentd activities in the Satement of activities
are different because:

In the Statement of Activities, only the gain or loss on the sdle of capita

asstsisreported. However, in the governmental funds, the proceeds from

sde of capita assetsincrease financia resources. Thus, the changein

fund balance differs by the cost of the capitd asset sold (21,189

Governmenta funds reported capita outlays as expenditures.
However, in the Statement of Activities, the cost of those assets
isdlocated over their estimated useful lives and reported as
depreciaion expense. Thisis the amount by which capital outlays
exceeded depreciation in the current period:

Capital outlay $ 3,707,892
Depreciation expense (3,084,964) 622,928

Revenues in the Statement of Activities that do not provide current
financia resources are not reported as revenues in the funds 9,636,000

Theissuance of long-term debt provides current financia resources

to governmentd funds, while the repayment of the principa on long-term
debt consumes current financia resources of governmenta funds. Neither
transaction, however, has any effect on net assets. Also, government funds
report the effect of issuance codts, premiums, discounts and Smilar items
when debt isfirst issued, wheress these amounts are deferred and amortized
in the Statement of Activities. Thisamount is the net effect of these
differencesin the treetment of long-term debt and related items:

Bond proceeds (3,086,698)
Repayment of bond principa 1,325,000
Accrued interest (52,606)
Bond issuance costs 27,200 (1,787,104)

Expenses reported in the Statement of Activities, such as compensated
absences, do not require the use of current financia resources and, therefore,

are not reported in governmenta funds (84,220)
Interna service funds net change (38,556)
Change in net assets - governmentd activities $ 11,198,763

These financid statements should be read only in connection
with the accompanying notes to the financiad satements.
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CITY OF MARION

Statement of Net Assets
Proprietary Funds

June 30, 2004
Business-type Activities-
Enterprise Funds
Sewer Solid
Assts, Rental Waste Other Totals
Current assets,
Cash and investments $ 943,638 $1,375128 $ 3,135,186 $ 5,453,952
Receaivables:
Accounts 119,980 64,650 - 184,630
Unbilled revenue 195,139 94,257 - 289,396
Interest - - 8,500 8,500
Totd current assets 1,258,757 1,534,035 3,143,686 5,936,478
Noncurrent assets:
Notes receivable - - 55,998 55,998
Equipment 458,492 787,086 255,557 1,501,135
Digtribution system 24,944 247 - - 24,944 247
Storm sawer system - - 261,704 261,704
Accumulated depreciation (10,908,385) (303,731) - (11,212,116)
Congtruction in progress - - 208,127 208,127
Total noncurrent assats 14,494,354 483,355 781,386 15,759,095
Total assets $15.753.111 $2.017.390 $ 3.925.072 $21,695.573
Liabilities
Current ligbilities
Accounts payable $ 81565 $ 23837 $ 9460 $ 114,862
Accrued payroll 13,563 13,668 - 27,231
Totd current ligbilities 95,128 37,505 9,460 142,093
Noncurrent lighilities
Due within one year:
Compensated absences 18,540 - - 18,540
Notes payable 34,341 - - 34,341
Due after one year:
Notes payable - - - -
Tota noncurrent lisbilities 52,881 - - 52,881
Totd liabilities 148,009 37,505 9,460 194,974
Net Assets:
Invested in capital assets, net of related debt 14,494,354 483,356 714,425 15,692,135
Redtricted for:
Future construction - - 3,201,187 3,201,187
Unrestricted 1,110,748 1,496,529 - 2,607,277
Total net assats $15.605,102 $1.979.885 $ 3.915.612 $21,500,599
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Exhibit G

Governmental
Activities-
Internal Service
Fund

$ 488,467

488,467

$ 488467

$ 118,775

118,775

118,775

369,692

$ 369,692

Thesefinandal statements should be read only in connection
with the accompanying notes to the financia statements.
30



CITY OF MARION
Statement of Revenues, Expenses and
Changesin Fund Net Assets
Proprietary Funds

For the Year Ended June 30, 2004

Business-type Activities-
Enterprise Funds

Sewer Solid
Rental Waste Other Totals
Operating revenue:
Charges for services $1,626943 $ 848,737 $ 821,710 $ 3,297,390
Miscdllaneous revenues - 84,314 - 84,314
Tota operating revenue 1,626,943 933,051 821,710 3,381,704
Operating expense:
Busnesstype activities:
Persond services 308,927 506,990 - 815,917
Services and commodities 994,801 380,411 149,636 1,524,848
Depreciation 420,671 98,195 - 518,866
Total operating expense 1,724,399 985,596 149,636 2,859,631
Operating income (l0s9) (97,456) (52,545) 672,074 522,073
Nonoperating revenue expense:
I ntergovernmental - - - -
Investment income 5,220 28,293 93,898 127,411
Specid assessments 121 140 - 261
Interest expense (2,097) - - (2,097)
Tota nonoperating revenue 3,244 28,433 93,898 125,575
Income (loss) before contributions
and transfers (94,212) (24,112) 765,972 647,648
Capitd contributions 1,340,758 - - 1,340,758
Trandersin 10,035 - - 10,035
Transfers out (147,105) (42,892) (10,035) (200,032)
Change in net assts 1,109,476 (67,004) 755,937 1,798,409
Beginning net assets, as restated 14,495,626 2,046,889 3,159,675 19,702,190
Ending net assets $15,605,102 $ 1979885 $ 3915612 $21,500,599
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Exhibit H

Governmental
Activities-
Internal Service
Fund

$ -
1,235477

1,235477

1,196,920

1,196,920
38,557

38,557
331,135
$ 369,692

These financid statements should be read only in connection
with the accompanying notes to the financia statements.
32



CITY OF MARION

Statement of Cash Flows

Proprietary Funds

June 30, 2004
Business-type Activities-
Enterprise Funds
Sewer Solid
Rental Waste Other Totals
Cash flows from operating activities:
Cash received from users $1,626,740 $ 924057 $ 821,710 $ 3,372,507
Cash paid to employees (302,060) (507,258) - (809,318)
Cash paid to suppliers (989,953) (397,116) (200,870) _(1,587,939)
Net cash from operating activities 334,727 19,683 620,840 975,250
Cash flows from non-capita financing activities:
I ntergovernmental - - - -
Specid assessments 121 141 - 262
Operding transfersin (out) (147,105) (42,892) - (189,997)
Net cash flows from non-capital
financing activities (146,984) (42,751) - (189,735)
Cash flows from capita and related financing
activities
Purchase of capita assets (286,690) - (314,138) (600,828)
Principa pad (33,311) - - (33,311)
Interest paid (2,097) - - (2,097)
Net cash flows from capitd and
related financing activities (322,098) - (314,138) (636,236)
Cash flows from invedting activities
Interest on investments 5,220 28,293 90,398 123,911
Payments received on notes receivable - - 14,933 14,933
Proceeds from government securities - - 1,971,479 1,971,479
Purchase of government securities (1,799) (4,947) (1,747,980) (1,754,721)
Net cash flows from investing
activities 3,426 23,346 328,830 355,602
Net increase (decrease) in cash and cash
equivaents (130,929) 278 635,532 504,881
Cash and cash equivdents, June 30, 2003 772,816 54,607 721,020 1,548,443
Cash and cash equivaents, June 30, 2004 $ 641887 $ 54885 $ 1356552 $ 2,053,324
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Exhibit |

Governmental
Activities-
Internal Service
Fund

$ 1,235,477
(1,160,539)

74,938

74,938
413,529
$ 488467

(continued)
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CITY OF MARION

Statement of Cash Flows
Proprietary Funds

June 30, 2004
Business-type Activities-
Enterprise Funds
Sewer Solid
Rental Waste Other Totals
Reconciliaton of operating income (10ss) to
net cash flows from operating activities:
Operaing income $ (97456) $ (52,545) $ 672,074 $ 522,073
Adjustments to reconcile operating income
(loss) to net cash flows from
operating activities:
Depreciation expense 420,671 98,195 - 518,866
Change in assets and liabilities:
Recelvables (202) (8,994) - (9,196)
Due from other governments - - - -
Accounts payable 4,848 (16,705) (51,234) (63,091)
Accrued payroll 3,865 - - 3,865
Accrued expenses - (268) - (268)
Accrued compensated absences 3,001 - - 3,001
Net cash from operating activities $ 334727 $ 19683 $ 620840 $ 975250
Schedule of noncash capital and related
financing activities
Acquistion of assetsthrough
contributions 1,340,758 - - 1,340,758
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Governmental
Activities-
Internal Service
Fund

$ 38557

These financid statements should be read only in connection
with the accompanying notes to the financia statements.
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Exhibit J

CITY OF MARION
Statement of Fiduciary Assetsand Liabilities

Trug Funds
June 30, 2004
Cemetery Cemetery Library
Perpetual Care Memorial Memorial Total
Assets:
Cash and investments $ 120,776 $ 839 $ 6144 $ 127,759
Liailities
Accounts payable $ - $ - $ - $ -
Net Assets;
Hdd in trust 120,776 839 6,144 127,759
Totd liabilities
and net assets $ 120776 $ 839 $ 6144 $ 127.759

These financid statements should be read only in connection
with the accompanying notes to the financia Statements.



Additions:
Investment earnings:
Interest
Miscdlaneous
Tota additions

Deductions,
Culture and recrestion

Change in net assets
Net assats, beginning of year

Net assets, end of year

37

Exhibit K
CITY OF MARION
Statement of Changesin Fiduciary Net Assets
Trug Funds
June 30, 2004
Cemetery Cemetery Library

Perpetual Care Memorial Memorial Total
$ - $ 64 $ 57 $ 121
4,300 100 - 4,400
4,300 164 57 4,521
- 4,216 - 4,216
4,300 (4,052) 57 305
116,476 4,891 6,087 127,454
$ 120776 $ 839 $ 6,144 3 127,759

These financid statements should be read only in connection
with the accompanying notes to the financia statements.



CITY OF MARION

38

General Fund

Statement of Revenues, Expendituresand
Changesin Fund Balance-
Budget to Actual (Cash Basis)

For the Year Ended June 30, 2004

Revenues:
Property taxes
Other taxes
Licenses and permits
Use of money and property
I ntergovernmental
Charges for services
Fines and forfeitures
Specid assessments
Miscellaneous

Totd receipts

Expenditures.
Operaing:
Public safety
Public works
Culture and recregtion
Community and economic devel opment
Generd government

Totd expenditures

Excess (deficiency) of revenues over
(under) expenditures

Other financing sources (Uses):
Sde of equipment
Operding trandfer in
Operating transfer out

Net other financing
sources (Uses)

Net change in fund balances
Beginning fund baance
Ending fund balance

Exhibit L

Variance with

Thesefinanciad statements should be read only in connection

Final Budget-
Budgeted Amounts Positive
Original Final Actual (Negative)
$6,607,635 $6,564,847 $6,713,638 $ 148,791
340,000 326,000 331,313 5,313
392,650 407,225 545,575 138,350
226,800 251,250 271,944 20,694
449,579 412,323 371,652 (40,671)
305,875 328,139 353,530 25,391
186,500 179,000 172,502 (6,498)
200 100 24 (76)
47,700 49,400 43,691 (5,709)
8,556,939 8,518,284 8,803,869 285,585
5,870,820 5,674,956 5,514,345 160,611
824,259 748,551 742,358 6,193
2,281,881 2,288,055 2,191,390 96,665
601,192 584,211 572,711 11,500
1,300,804 1,324,709 1,232,200 92,509
10,878,956 10,620,482 10,253,004 367,478
(2,322,017) (2,102,198) (1,449,135) 653,063
- - 6,125 6,125
2,668,193 2,206,488 2,671,488 465,000
(655,000) (645,500) (672,081) (26,581)
2,013,193 1,560,988 2,005,532 444 544
(308,824) (541,210) 556,397 1,097,607
6,473,942 6,519,467 7,712,099 -
$6,165,118 $5.978.257 $8.268.496 $1.097.607



with the accompanying notes to the financia statements.

Exhibit M

CITY OF MARION
Road Use Tax Fund
Statement of Revenues, Expenditures and Changesin Fund Balance-
Budget to Actual (Cash Basis)

For the Year Ended June 30, 2004

Variance with

Final Budget-
Budgeted Amounts Positive
Original Final Actual (Negative)
Revenues:
I ntergovernmental $2,116,667 $2,169,255 $2,189,962 $ 20,707
Expenditures.
Operding:
Public works 1,514,679 1,498,447 1,448,923 49,524
Capita outlay 423,300 640,939 404,840 236,099
Totd expenditures 1,937,979 2,139,386 1,853,763 285,623
Excess of revenues over
expenditures 178,688 29,869 336,199 306,330
Other financing uses:
Operating transfer out 372,460 372,460 376,044 (3,584)
Net change in fund balance (193,772) (342,591) (39,845) 302,746
Beginning baance 1,402,369 1,157,630 1,638,772 381,142

Ending baance $ 1.208597$ 815039 $ 1.498927% 683.888




These financid statements should be read only in connection
with the accompanying notes to the financia statements.

Exhibit N

CITY OF MARION
Employee Benefits Fund
Statement of Revenues, Expenditures and Changesin Fund Balance-
Budget to Actual (Cash Basis)

For the Year Ended June 30, 2004

Variance with

Final Budget-
Budgeted Amounts Positive
Original Final Actual (Negative)
Revenue
Property taxes $1,983,193 $1,971,488 $1,988978 $ 17,490
Other tax - - - -
Use of money and property 150 150 337 187
I ntergovernmental 12,087 74,832 169,996 95,164
Miscdlaneous 25,500 30,747 45,928 15,181
Tota revenues 2,020,930 2,077,217 2,205,239 128,022
Expenditures.
Operding:
Public safety 3,500 21,000 117,462 (96,462)
Culture and recrestion 31,000 39,332 30,363 8,969
Totd expenditures 34,500 60,332 147,825 (87,493)
Excess of revenues over
expenditures 1,986,430 2,016,885 2,057,414 40,529
Other financing sources:
Operating transfer out 1,983,193 2,304,926 2,304,926 -
Net change in fund balance 3,237 (288,041) (247,512) 40,529
Beginning fund baance 270,004 461,475 492 441 30,966
Ending fund baance $ 273241 $ 173434 $ 244929 $ 71.495



These financid statements should be read only in connection
with the accompanying notes to the financia statements.
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CITY OF MARION
Notesto Financial Statements

June 30, 2004

(1) Summary of Significant Accounting Policies

The City of Marion is a political subdivison of the State of lowa located in Linn County. It was firgt
incorporated in 1865 and operates under the Home Rule Provisons of the Conditution of lowa. It
operates under a Coundl-Manager form of government with the Mayor and Council Members eected on a
non-partisan bads. The City provides numerous services to citizens including public safety, public works,
culture and recreation, community and economic development and general adminidrative services. It dso
provides sewer and sanitation services.

The financid dtatements of the City of Marion have been prepared in conformity with U.S. generdly
accepted accounting principles (GAAP) as prescribed by the Governmenta Accounting Standards Board.

A. Reporting Entity

For financid reporting purposes, the City of Marion has included dl funds, organizations, agencies,
boards, commissons and authorities. The City has adso consdered al potentia component units for
which it is financidly accountable, and other organizations for which the nature and significance of their
relationship with the City are such that excluson would cause the City's financid satements to be
mideading or incomplete. The Governmental Accounting Standards Board has set forth criteria to be
conddered in determining financid accountability. These criteria include gppointing a voting mgority of
an organization’s governing body and (1) the ability of the City to impose its will on that organization or
(2) the potentid for the organization to provide specific benefits to or impose specific financid burdens
on the City.

These financid statements present the City of Marion (the primary government) and its component unit.

The component unit discussed below is included in the City’s reporting entity because of the
sgnificance of its operationd or financid relationship with the City. Certain disclosures about the
discretely presented component unit are not included because the component unit has been audited
separately and a report has been issued under separate cover. The audited financia Statements are
available at the City Clerk’s office.

Discretdy Presented Component Unit

The Marion Municipa Water Department is presented in a separate column in the government-wide
financid gatements to emphasize that it islegaly separate from the City, but is financidly accountable to
the City. Its relationship with the City is such that excluson would cause the City’s financid statements
to be mideading or incomplete. The Water Department is governed by a three-member board
gppointed by the City Council and the Water Department’ s operating budget is subject to the approval
of the City Council.

Jointly Governed Organizations

The City dso participates in three jointly governed organizations for which the City is ether not
financidly accountable or the nature and sgnificance of the organizations' relaionships with the City are
such that exclusion does not cause the City’s financid statements to be mideading or incomplete. City
officas are members of the following boards and commissons  lowa League of Cities, Linn County



Emergency Management Agency, Marion Economic Development Company (MEDCO) and Regiona
Panning Commisson.
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CITY OF MARION
Notesto Financial Statements

June 30, 2004

(2) Summary of Significant Accounting Policies (continued)

B. Government-wide and Fund Financid Statements

The government-wide financid datements (i.e, the statement of net assets and the statement of
activities) report information on dl of the non-fiduciary activities of the City and its component unit. For
the mogt part, the effect of interfund activity has been removed from these satements. Governmenta
activities, which normdly are supported by taxes and intergovernmenta revenues, are reported
separatdy from business-type activities, which rely to a sgnificant extent on fees and charges for
sarvices. Likewise, the City is reported separately from its component unit.

The Statement of Net Assets presents the City’s nonfiduciary assets and liahilities, with the difference
reported as net assets. Net assets are reported in three categories.

Invested in capital assets, net of related debt conssts of capita assets, net of accumulated
depreciation and reduced by outstanding balances for bonds, notes, and other debt attributable to
the acquisition, congtruction or improvements of those assets.

Restricted net assets result when congtraints placed on net assets use are either externdly imposed
or imposed by law through congtitutiona provisions or enabling legidation.

Unredtricted net assets condst of net assets not meeting the definition of the two preceding
categories. Unredtricted net assets often have congraints on resources imposed by management
which can be removed or modified

The gatement of activities demongtrates the degree to which the direct expenses of a given function or
segment are offset by program revenues. Direct expenses are those that are clearly identifiable with a
gpecific function or segment. Program revenues include 1) charges to customers or gpplicants who
purchase, use or directly benefit from goods, services or privileges provided by a given function or
segment and 2) grants and contributions that are redtricted to meeting the operational or capitd
requirements of a particular function or segment. Taxes and other items not properly included among
program revenues are reported instead as genera revenues.

Separate financid statements are provided for governmenta funds, proprietary funds, and fiduciary
funds, even though the latter are excluded from the government-wide financid statements. Mgor
individua governmentd funds and mgjor individua enterprise funds are reported as separate columnsin
the fund financid statements. Non-mgor funds are consolidated into a single column within each fund
type in the financid section of the basic financid Statements and are detaled in the supplementa
informetion.

C. Measurement Focus, Basis of Accounting and Financid Statement Presentation

The government-wide financid statements are reported using the economic resources measurement
focus and the accrud basis of accounting, as are the proprietary fund and fiduciary fund financia
datements. Revenues are recorded when earned and expenses are recorded when a liability is
incurred, regardless of the timing of related cash flows. Property taxes are recognized as revenues in



the year for which they are levied. Grants and smilar items are recognized as revenue as soon as al
eigibility requirements imposed by the provider have been met.
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CITY OF MARION

Notesto Financial Statements

June 30, 2004

(2) Summary of Significant Accounting Policies (continued)

C. Measurement Focus, Basis of Accounting and Financia Statement Presentation (continued)

Governmentd fund financid statements are reported using the current financia resources measurement
and the modified accrua basis of accounting. Revenues are recognized as soon as they are both
measurable and available. Revenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of the current period. For this purpose, the
government considers revenues to be available if they are collected within 60 days of the end of the
current fiscal period. Expenditures generdly are recorded when a lighility is incurred, as under accrud
accounting. However, debt service expenditures, as well as expenditures related to compensated
absences and claims and judgments, are recorded only when payment is due.

Property taxes, local option sales taxes, franchise taxes, licenses and interest associated with the current
fiscal period are al considered to be susceptible to accrua and so have been recognized as revenues of
the current fisca period. Only the portion of specia assessments receivable due within the current fisca
period is considered to be susceptible to accrual as revenue of the current period. All other revenue
items are consdered to be measurable and available only when cash is received by the City.

Substantidly al shared revenues are recorded when the underlying exchange transaction has occurred.
For governmentd funds, revenue from grant revenues is recorded as deferred revenue until they become
avaladle.

Revenue from federd awards is recognized when the City has done everything necessary to establish its
right to revenue. For governmenta funds, revenue from federa grants is recognized when they become
both measurable and available. Expenditures of federa awards are recognized in the accounting period
when the ligbility is incurred. Income from accounts receivable and unbilled usage is recognized when
eaned. Licenses and permits, fines and forfets, fees and refunds, charges for service (other than
enterprise), miscellaneous and other revenues are recorded as revenue when received in cash because
they are generaly not measurable until actualy received.

Specia assessment receivables are recorded at the time of their levy. The related revenue is recognized
a thetimeit is due in the governmenta funds and when levied for government-wide statements.

The City of Marion reports the following mgor governmentd funds:

Generd Fund - The Generd Fund accounts for dl the financia resources of the City, except for
those required to be accounted for by other funds. The revenues of the Generd Fund are primarily
derived from genera property taxes, charges for services, fines and forfeitures, licenses and permits
and certain revenues from date and federd sources. The expenditures of the Generd Fund
primarily relate to generd adminigration, police and fire protection, streets and public buildings
operation and maintenance and parks and recreation oriented activities.
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(2) Summary of Significant Accounting Policies (continued)

C. Measurement Focus, Basis of Accounting and Financial Statement Presentation (continued)

Specid Revenue Funds:

Road Use Tax Fund - The Road Use Tax Fund accounts for the maintenance of the City’s
infrastructure, such as dtreets, bridges and storm sewers. The revenues of the Road Use Tax
Fund are primarily derived from date taxes. The expenditures of the Road Use Tax Fund
primarily relate to the upkeep of the City’ sinfrastructure.

Employee Bendfits Fund - The Employee Benefits Fund accounts for the City’s employee
benefits. The revenues of the Employee Benefits Fund primarily come from property tax levies.
The expenditures of the Employee Benefits Fund are for payment of the employee benefits in
other funds.

Debt Service Fund - The Debt Service Fund accounts for the accumulation of resources for, and
the payment of, long-term and specia debt principd, interest and related codts.

Capital Projects Fund - The Capita Projects Fund accounts for the construction or replacement of
City fixed assets, such as dtreets, bridges, ssorm sewers, fire stations and City Hall.

The City of Marion reports the following mgjor proprietary funds:

Sewer Rentd Fund - The Sewer Rentad Fund accounts for the operation and maintenance of the
City’s sewer system.

Solid Wagte Fund - The Solid Waste Fund accounts for the operation and maintenance of the
City’ s sanitary water system.

Additionaly, the City of Marion reports the following fund types:

Internd service funds account for the financing of goods or services provided by one department or
agency to other departments or agencies of the City, or to other governments, on a cost
relmbursement basis.

Specid revenue funds account for revenues derived from specific sources which are required to be
accounted for as separate funds.

Fiduciary funds account for assets held by the City in an agency capacity for others and cannot be
used to support the City’s own programs. The City’ sfiduciary funds consists of:

Agency funds, which are custodid in nature, report on assets and liabilities and do not involve
measurement of the results of operations.
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(2) Summary of Significant Accounting Policies (continued)

C. Measurement Focus, Basis of Accounting and Financial Statement Presentation (continued)

Other enterprise funds account for operations and activities that are financed and operated in a manner
amilar to a private business enterprise, and where the costs of providing goods or services to the
generd public on a continuing bads are expected to be financed or recovered primarily through user
charges, or where the City has decided that periodic determination of revenues earned, expenses
incurred and/or net income is appropriate for capital maintenance, public policy, management contral,
accountability or other purposes. The City has three funds classified as other enterprise funds and they
are asfollows. Sewer Rental Replacement, Solid Waste Replacement, and Storm Sewer Management.

Private-sector standards of accounting and financia reporting issued prior to December 1, 1989,
generdly are followed in both the government-wide and proprietary fund financia statements to the
extent that those standards do not conflict with or contradict guidance of the Governmenta Accounting
Standards Board. Governments adso have the option of following subsequent private-sector guidance
for their busness-type activities and enterprise funds, subject to this same limitation. The City has
elected to follow subsequent private-sector guidance.

Transactions among City funds that would be treated as revenues and expenditures or expensesif they
involved organizations externd to City government are accounted for as revenues and expenditures or
expenses in the funds involved.

Transactions which congtitute reimbursements to a fund for expenditures initidly made from it which are
properly applicable to another fund are recorded as expenditures in the reimbursing fund and as
reductions of expenditures in the rembursed fund.

Transactions which condtitute the transfer of resources from a fund receiving revenues to a fund through
which the revenues are to be expended are separately reported in the respective funds operating
Satements.

Amounts reported as program revenues include 1) charges to customers or applicants for goods,
services or privileges provided, 2) operating grants and contributions and 3) capitd grants and
contributions, including specia assessments. Internally dedicated resources are reported as genera
revenues rather than as program revenues. Likewise, genera revenuesinclude al taxes.

Proprietary funds digtinguish operating revenues and expenses from non-operating items. Operating
revenues and expenses generdly result from providing services and producing and ddivering goods in
connection with a proprietary fund's principa ongoing operations. The principa operating revenues of
proprietary funds are user fees and charges to customers for sales and services. Operating expenses for
proprietary funds include the cost of sales and services, adminigtrative expenses, and depreciation on
capital assets. Al revenues and expenses not mesting this definition are reported as non-operating
revenues and expenses.

The City maintains its financia records on the cash bass. The financid statements of the City are
prepared by making memorandum adjusting entries to the cash basis financid records.



46

CITY OF MARION
Notesto Financial Statements

June 30, 2004

(2) Summary of Significant Accounting Policies (continued)
D. Assds Liabilities and Fund Equity

The following accounting policies are followed in preparing the combined balance shet:

Cash, Pooled Investments and Cash Equivaents - The cash balances of most City funds are pooled
and invested. Interest earned on investments is recorded in the Generd Fund, unless otherwise
provided by law. Invesments are stated at fair vaue except for the investment in the lowa Public
Agency Investment Trugt, which is vaued a amortized cost and non-negotiable certificates of
deposit, which are stated at cost.

For purposes of the statement of cash flows, dl short-term cash invesments that are highly liquid
are conddered to be cash equivaents. Cash equivdents are readily convertible to known amounts
of cash and, at the day of purchase, they have amaturity date no longer than three months.

Property Tax Receivable - Property tax in governmenta funds is accounted for usng the modified
accrua basis of accounting.

Property tax receivable is recognized in these funds on the levy or lien date, which is the date that
the tax asking is certified by the City Council to the County Board of Supervisors. Current year
property tax receivable represent taxes collected by the County but not remitted to the City at June
30, 2004. Delinquent property tax receivable represents unpaid taxes for the current and prior
years. The succeeding year property tax receivable represents taxes certified by the City Council to
be collected in the next fisca year for the purposes set out in the budget for the next fiscd year. By
gatute, the City Council is required to certify its budget to the County Auditor by March 15 of each
year for the subsequent fisca year. However, by dtatute, the tax asking and budget certification for
the following fisca year becomes effective on the first day of that year. Although the succeeding
year property tax receivable have been recorded, the related revenue is deferred in both the
government-wide and fund financid statements and will not be recognized as revenue until the year
for whichit islevied.

Property tax revenue recognized in these funds become due and collectible in September and
March of the fiscal year with a 1 2 percent per month pendty for delinquent payments; is based on
January 1, 2002 assessed property vauations, is for the tax accrua period July 1, 2003 through
June 30, 2004 and reflects the tax asking contained in the budget certified to the County Board of
Supervisors by the City Council in March 2003.

Interest and Pendty on Property Tax Receivable - Interest and penalty on property tax receivable
represents the amount of interest and penalty that was due and payable but has not been collected.

Due From Other Governments - Due from other governments represents amounts due from the
State of lowa, various shared revenues, grants and reimbursements from other governmerts.
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(2) Summary of Significant Accounting Policies (continued)
D. Asss, Liabilities and Fund Equity (continued)

Inventories - Inventories are valued a cost using the firg-in, firgd-out method. Inventories in the
Specid Revenue Funds consist of expendable supplies held for consumption. The codt is recorded
as an expenditure at the time individua inventory items are purchased. Reported inventories in the
governmenta fund financia statements are equaly offset by a fund baance reserve which indicates
that they are not available to liquidate current obligations.

Capital Assets - Capital assets, which include property, equipment and vehicles and infrastructure
assets (e.g., roads, bridges, curbs, gutters, sdewaks and smilar items which are immovable and of
vaue only to the government), are reported in the governmenta activities column in the government-
wide statement of net assets. Capital assets are recorded at historical cost or estimated historical
cost if purchased or constructed. Donated capital assets are recorded at estimated fair market
vaue a the date of donation. The cogts of norma maintenance and repairs that do not add to the
vaue of the asset or materidly extend asset lives are not capitalized. Reportable capital assets are
defined by the City as assets with initid, individual costs in excess of $5,000.

Property and equipment of the City is depreciated using the straight line method over the following
estimated useful lives:

Estimates
Useful Lives
Asset Class (In Years)
Buildings 40-50
Improvements other than buildings 5-50
Equipment 2-20

Deferred Revenue - Although certain revenues are measurable, they are not avallable. Avallable
means collected within the current period or expected to be collected soon enough theresfter to be
used to pay ligbilities of the current period. Deferred revenue in the governmenta fund financid
statements represent the amount of assets that have been recognized, but the related revenue has
not been recognized since the assets are not collected within the current period or expected to be
collected soon enough thereafter to be used to pay ligbilities of the current period. Deferred
revenue condds of ungpent grant proceeds as well as property tax recelvables and other
receivables not collected within sixty days after year end.

Deferred revenue on the statement of net assets condists of succeeding year property tax receivable

that will not be recognized as revenue until the year for which it is levied and unspent grant
proceeds.
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(2) Summary of Significant Accounting Policies (continued)
D. Asss, Liabilities and Fund Equity (continued)

Compensated Absences - City employees accumulate a limited amount of earned but unused
vacation and sick leave hours for subsequent use or for payment upon termination, desth or
retirement. A liability is recorded when incurred in the government-wide, proprietary and fiduciary
fund financid datements. A ligbility for these amounts is reported in governmenta fund financid
gatements only for employees that have resigned or retired. The compensated absences ligbility has
been computed based on rates of pay in effect a June 30, 2004. The compensated absences
lighility attributable to the governmenta activities will be paid primarily by the Generd, Road Use
Tax and Sewer Rental Funds.

Long-term_Lidhilities - In the government-wide financid datements and the proprietary fund
financid statements, long-term debt and other long-term obligations are reported as liabilities in the
gpplicable governmentd activities or proprietary fund type statement of net assets. Bond issuance
costs are reported as deferred charges and amortized over the term of the related debt.

In the governmenta fund financid statements, the face amount of debt issued is reported as other
financing sources. Issuance costs, whether or not withheld from the actua debt proceeds received,
are reported as debt service expenditures.

Fund Equity - In the governmental fund financid atements, reservations of fund balance are
reported for amounts that are not available for gppropriation or are legaly restricted by outside
parties for use for a specific purpose. Designations of fund balance represent tentative management
plans that are subject to change.

Net Assets - Net assets represent the difference between assets and liabilities. Net assets invested
in capital assets, net d related debt, consists of capita assets, net of accumulated depreciation,
reduced by the outstanding baances of any borrowings used for the acquistion, construction or
improvement of those assets. Net assets invested in capitd assets, net of related debt excludes
ungpent debt proceeds. Net assets are reported as restricted when there are limitations imposed on
their use through externd redtrictions imposed by creditors, grantors or laws or regulations of other
governments. Restricted resources are used firgt to fund appropriation. The City first applies
restricted resources when an expense is incurred for purposes for which both restricted and
unrestricted net assets are available.

E. Budgets and Budgetary Accounting

In accordance with the Code of lowa, the City Council annually adopts a budget on the cash basis
following required public notice and hearing for al funds, except blended component units, internd

service and agency funds and appropriates the amount deemed necessary for each of the different City
offices and departments.  The budget may be amended during the year utilizing amilar statutorily
prescribed procedures. Encumbrances are not recognized on the cash basis budget and appropriations
lapse at year end.
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(2) Summary of Significant Accounting Policies (continued)

E. Budgets and Budgetary Accounting (continued)

Forma and legd budgetary control is based upon 8 mgor classes of expenditures known as functions,
not by fund or fund type. These 8 functions are: public safety, public works, culture and recreation,
community and economic development, generd government, debt service, cepitd projects and
business-type activities. Function disbursements required to be budgeted include disbursements for the
generd fund, specid revenue funds, debt service fund, capital projects fund and expendable trust funds.
Although the budget document presents function disbursements by fund, the legd leve of contral is at
the aggregated function leve, not at the fund or fund type leve. Legd budgetary control is dso based

upon the gppropriation to each office or department.
The following is a comparison of expenditures to budget:

Variance with Actual
Final-Budget % of
Amended Positive Amended
Actual Budget (Negative) Budget
Expenditures.
Public safety $ 565599 $5863820 $ 207,825 96%
Public works 2,189,523 2,389,438 199,915 92%
Culture and recreation 2,239,872 2,376,770 136,898 94%
Community and economic

devel opment 1,090,282 1,188,843 98,561 92%
Generd government 2,442,709 2,562,313 119,604 95%
Debt service 1,769,025 1,821,625 52,600 97%
Capital projects 2,118,065 4,708,950 2,590,885 45%
Business-type activities 2,861,729 4,802,115 1,940,386 60%
Total expenditures $20.367.200 $25.713.874 $5.346.674 79%

(2) Depositsand Investments

Deposits

The City’s and its discretely presented component unit’s deposits at June 30, 2004 were entirely covered
by federd depository insurance or by the State Sinking Fund in accordance with Chapter 12C of the Code
of lowa. This chapter provides for additional assessments againgt the depositories to insure that there will
be no loss of public funds. At June 30, 2004, primary government deposts per City records totaled

approximately $15,313,529.

| nvestments

The City is authorized by datute to invest public funds in obligations of the United States Government, its
agencies and ingrumentdities; certificates of deposit or other evidences of depost at federdly insured
depository indtitutions approved by the City Council and the Treasurer of the State of lowa;
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(2) Deposits and I nvestments (continued)

prime digible bankers acceptances; certain high-rated commercial paper; perfected repurchase agreements,
certain registered open-end management investment companies, certain joint investment trusts, and warrants
or improvement certificates of a drainage didtrict.

The City’s investments are categorized to give an indication of the level of risk assumed by the City at year
end. The City’s invesments listed on the following page are category 1, which means that the investments
areinsured or registered or the securities are held by the City or its agent in the City’ s name.

Carrying Mar ket

Amount Value
United States Government Treasury and Agencies securities $ 12,640,284 $ 12,710,506
Money market accounts at brokerage firms 300,075 300,075

$12,940,359 $ 13,010,581

In addition a June 30, 2004, the City had investments in the lowa Public Agency Investment Trust which
are valued at an amortized cost of $2,926,259 pursuant to Rule 2a-7 under the Investment Company Act of
1940. Thisinvestment isnot subject to risk categorization.

(3) Interfund Transfers

The detal of interfund transfers for the year ended June 30, 2004 is asfollows:

Transfer to Trander from Amount
Generd Specid Revenue:
Road Use Tax $ 20,000
Employee Benefits 1,971,488
Police Retirement 215,000
Total $2,206.488
Specid Revenue: Specid Revenue:
Road Use Tax Replacement Road Use Tax $ 195,000
Specid Revenue: Generd $ 207,081
Employee Benefits Specid Revenue:
Road Use Tax 33,584
Enterprise:
Sewer Rental 11,233
Solid Waste 27,400
Total $ 279,298
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Transfer to Trander from Amount
Special Revenue: Specid Revenue:
Employee Benefits TIF 333,438
Debt Service Specid Revenue:
Road Use Tax $ 77,460
Enterprise:
Sewer Rental 85,872
Solid Waste 15,492
Total $ 178824
Capitd Projects.
Maintenance Bond Specid Revenue:
Road Use Tax $ 50,000
Capitd Projects.
Capitd Projects 50,000
Enterprise:
Sewer Rental 50,000
Total $ 150,000
(4) Capital Assets
Capital assets activity for the year ended June 30, 2004 was as follows:
Balance Balance
Beginning End
of Year Increases  Decreases of Year
Governmental activities:
Capital assets not being depreciated:
Land $43,742,438 $ 4,847,059 $ - $ 48,589,497
Congtruction in progress 2,770,116 2,786,969 _ (2,770,116) _ 2,786,969
Totd capital assets not
being depreciated 46,512,554 7,634,028 _ (2,770,116) _ 51,376,466
Capital assets being depreciated:
Buildings 8,396,684 204,834 - 8,601,518
Improvements other than buildings 64,205,262 7,521,456 - 71,726,718
Equipment 5,230,209 709,876 (66,447) _ 5,873,638
Totd capitd assetsbeing
depreciated 77,832,155 8,436,166 (66,447) _ 86,201,874
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Balance Balance
Beginning End
of Year Increases  Decreases of Year
Less accumulated depreciation for:
Buildings 2,128,874 183,577 - 2,312,451
Improvements other than buildings 20,725,406 2,387,332 - 23,112,738
Equipment 2,272,496 514,055 (34,003) _ 2,752,548
Totd accumulated
depreciation 25,126,776 3,084,964 (34,003) 28,177,737
Tota capita assets being depreciated,
net 52,705,379 5,351,202 (32,444) 58,024,137
Governmentd activities capital assts,
net $99217933 $ 12985230 $ (2,802,560) $109,400,603

Depreciation expense was charged to functions of the primary government as follows:

Government activities:
Public safety $ 258,059
Public works 2,219,522
Culture and recreation 578,673
Generd government 28,710
Tota depreciation expense,
governmentd activities $ 3,084,964
Balance Balance
Beginning End
of Year | ncr eases Decr eases of Year

Business-type activities:
Capital assets not being depreciated:

Congtruction in progress $ 297,716 $ 208127 $ (297,716) $ 208,127
Capital assets being depreciated:
Equipment 1,422,472 175,979 (97,316) 1,501,135
Didtribution system 23,306,764 1,637,483 - 24,944,247
Storm sawer system - 261,704 - 261,704
Totd capitd assetsbeing
depreciated 24,729,236 2,075,166 (97,316) _ 26,707,086
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Balance Balance
Beginning End
of Year Increases  Decreases of Year
Less accumulated depreciation for:
Equipment 346,194 139,647 (51,930) 433,911
Didribution sysem 10,398,986 379,219 - 10,778,205
Totd accumulated
depreciation 10,745,180 518,866 (51,930) _ 11,212,116
Tota capita assets being depreciated,
net 13,984,056 1,556,300 (45,386) _ 15,494,970
Business-type activities capital assets,
net $14281.772 $ 1764427 $ (343,102) $ 15,703,097

Depreciation expense was charged to business-type activites as follows:

Business-type activities
Sewer $ 41,452
Solid waste 98,195
Systems 379,219
Tota depreciation expense,
business-type activities $ 518,866

(5) Changesin Long-Term Liabilities

A summary of changesin long-term liabilities for the year ended June 30, 2004 is asfollows.

General

Obligation Notes Compensated

Bonds Payable Absences Total
Beginning baance $ 9,465,000 $ 67,652 $ 1,017,113 $ 10,549,765
Increases 3,100,000 - 738,222 3,838,222
Decreases 1,325,000 33,311 640,526 1,998,837
Ending baance $ 11,240,000 $ 34,341 $ 1114809 $ 12,389,150
Due within one year $ 1997835 $ 34341 $ 709323 $ 2,741,499
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(5) Changesin Long-Term Liabilities (continued)
Bonds Payable
A summary of the City’s June 30, 2004 generd obligation bond indebtednessis as follows:

Y ear
Ending
June 30, Principal | nter est Total
2005 $ 1,380,000 $ 509434 $ 1,889,434
2006 1,390,000 401,385 1,791,385
2007 1,130,000 341,675 1,471,675
2008 1,055,000 297,410 1,352,410
2009 1,100,000 255,597 1,355,597
2010 1,145,000 210,795 1,355,795
2011 1,005,000 163,515 1,168,515
2012 1,065,000 121,403 1,186,403
2013 610,000 75,980 685,980
2014 630,000 52,060 682,060
2015 360,000 26,650 386,650
2016 370,000 13,690 383,690
Total $112400000 $ 2469594 $13,709.594
Notes Payable

A summary of the City’s June 30, 2004 notes payable is asfollows:.

Y ear

Ending

June 30, Principal | nter est Total
2005 $ 34341 $ 1068 $ 35,409

(6) Summary of Nonbonded Indebtedness

During the year ended June 30, 2001, the City entered into an agreement with a donor to pay an annuity of
$25,000 each year for as long as the donor lives in exchange for a gift of 180 acres of land to be used for
park purposes. Using an estimated life span based on annuity tables and discounted at the City' s estimated
incrementa borrowing rate of 4.1 percent, an estimated liability of $242,808 was caculated. This annuity
ligbility is revaued annudly based upon changesin life expectancy and discount rates.
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(6) Summary of Nonbonded | ndebtedness (continued)

Since the development of this land for park purposesis not expected to be fully completed for many years,
the agreement with the donors alows the City to lease this land or any part of it for farming purposes
pending full devdopment. The City has entered into athree-year agreement to lease 170 acres of cropland
at $100 per acre per year, subject to proportionate reduction as land is devel oped.

(7) Retirement System
The City offers City employees the following retirement plans:

Municipal Fireand Police Retirement System of lowa

The City contributes to the Municipa Fire and Police Retirement System of lowa (the Plan), which is a
cost-sharing, multiple-employer defined benefit pension plan administered by a Board of Trustees. The Plan
provides retirement, disability and death benefits which are established by State statute to plan members and
beneficiaries. The Plan issues a publicly available financid report that includes financid statements and
required supplementary information. The report may be obtained by writing to Municipa Fire and Police
Retirement System of lowa, 2836 - 104™ Street, Urbandale, lowa 50322.

Plan members are required to contribute 9.35 percent of earnable compensation and the City’ s contribution
rate may not be less than 17 percent of earnable compensation. Contribution requirements are established
by State gatute. The City’s contributions to the Plan for the years ended June 30, 2004, 2003 and 2002
were $612,232, $487,462 and $465,858, respectively, which met the reguired minimum contribution for
each year.

| owa Public Employees Retirement System

The City contributes to the lowa Public Employees Retirement System (IPERS), which is a cost-sharing,
mulitiple-employer defined benefit penson plan adminigered by the State of lowa. 1PERS provides
retirement and death benefits which are established by State statute to plan members and beneficiaries.
IPERS issues a publicly avalable financid report that includes financid dStatements and required
supplementary information.  The report may be obtained by writing to IPERS, P.O. Box 9117, Des
Moines, lowa 50306-9117.

Plan members are required to contribute 3.70 percent of their annuad sdary and the City is required to
contribute 5.75 percent of annua covered payroll. Contribution requirements are established by State
satute. The City’s contributions to IPERS for the years ended June 30, 2004, 2003 and 2002 were
$214,469, $199,534 and $186,208, respectively, equal to the required contributions for each year.
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(8) Compensated Absences

City employees accumulate vacation hours for subsequent use or for payment upon termination, retirement
or death. Employees covered under the International Association of Firefighters contract are dso digible
for compensation a norma retirement of accumulated sick leave in excess of 90 days, to a maximum
payment of 60 days. Employees covered under the Marion Policeman’s Protective Association contract
are digible for compensation a norma retirement of 50 percent of their sick leave accumulated, to a
maximum of 60 days. For employees covered under the AFSCME contract, Marion Municipa Water
Department employees and al other non-union City employees, sck leave can be accumulated but is
payable only when used. Retiring employees of the Marion Municipd Water Department who have
accumulated 30 or more days of unused sick |leave are entitled to one and one-haf months of regular pay as
severance pay. City employees may aso accumulate compensatory hours for overtime worked to be used
subsequently or paid out upon termination, retirement or death. The City’s gpproximate maximum ligbility
for earned compensated absences payable to employees, including related tax and fringe amounts, is as

follows
Sick leave $ 405,487
Vacation and persona |leave 580,555
Compensatory time 128,767
Total $ 1114809

The above liabilities have been computed based on rates of pay as of June 30, 2004.

(9) Conduit Debt

The City has issued $33,570,000 of industrid development revenue and hedlth care facility revenue bonds
under provisions of Chapter 419 of the Code of lowa.

The amounts of these bonds which were till outstanding at June 30, 2004 is not reported to the City by
either the debtors or creditors. Therefore, outstanding balances are unknown. The bonds and related
interest are payable solely from revenue of gpplicable projects. Bond principa and interest do not
congtitute liabilities of the City.

(10) Employee Health Care Plan

The City sdf-funds for hedth insurance dams to a stop-loss insured amount of $30,000 per participant and
a 125 percent aggregate stop-loss amount based on the “pure premiums’” amount multiplied by the number
of angle and family contracts covered during the contract year. The following is a summary of clams paid
during the year and an estimate of the claims incurred but not reported a June 30, 2004:

Claims paid during the year $ 851,400
Edtimated dams incurred but unpaid
at June 30, 2004 343,245
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(10) Employee Health Car e Plan (continued)

The City has chosen to establish a risk financing fund for risks associated with the employees hedlth
insurance plan. The risk financing is accounted for as an internd service fund where assets are set aside for
cdam settlements. The cogt of these benefits is charged to each department and fund based upon the
number of employees whose sdary is charged to the department and fund and the type of plan (single or
family) chosen by the employee. Amounts charged are $265 per month single or $662 per month family,
which is an actuaridly determined amount with a reasonable provision for future unexpected clams. The
amount charged will be adjusted over a reasonable period of time so that the interna service fund receipts
and dishursements are gpproximately equdl.

(11) Related Party Transactions

The Marion Municipa Water Department bills and collects for sewer and garbage services provided for the
City of Marion to its resdents. During the year ended June 30, 2004, the Marion Municipd Water

Department collected and remitted to the City $2,193,597 for sewer and $972,090 for garbage service.

Fees paid to the Water Department by the City during the year to pay for this service totaled $63,802.

(12) L ocal Government Risk Pool

The City is amember in the lowa Municipal Workers Compensation Association (IMWCA). IMWCA is
a locd government risk sharing pool established for the purpose of managing and funding workers
compensation claims againgt its members. During the year ended June 30, 2004, the City remitted $74,471
to IMWCA for workers compensation premiums.

(13) Notes Receivable

The City has established a revolving loan program using funds from the repayment of loans previoudy made
to locad businesses through grants received from the lowa Department of Economic Development using
Community Development Block Grant funds. These loans bear interest & 3 percent and have monthly
payments maturing through December, 2008. The outstanding balances of these loans a June 30, 2004
totaled $63,787.

During the year ended June 30, 1998, the City accepted a note receivable for reimbursement of costs to
extend a sanitary sawer to a new housing development. The amount is being repaid over ten years with
interest at 6.5 percent. The outstanding balance at June 30, 2004 was $55,998.
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(14) Primary Gover nment

The City isinvolved in congruction of capita assats, mainly streets and sanitary sewer lines. At June 30,
2004, the City was committed to approximately $2,133,678 in condruction contracts, capital asset
purchases and other services. Subsequently, the City approved approximately $333,109 in construction
contracts, capital asset purchases and other services. In addition, the City has entered into 28E agreements
with other area governments for road widening projects with an estimated cost to the City of approximately
$812,773.

As part of agrant gpplication process, the City has committed loca funding up to $1,097,000 to develop an
arts and entertainment center in a City park; however, private grants and donations exceeding $1,287,114
have been received or pledged to a foundation for this purpose. The City aso has the option to reject the
grant if it decides it has not recelved enough private funding and does not wish to commit the necessary City
fundsto the project.

Litigation

At June 30, 2004, the City was involved in various clams and lawsuits againg the City that are being
defended primarily through its insurance carriers. Counsd has indicated that, dthough the results are
uncertain, insurance coverage is adequate to cover any judgments, claims or awards againg the City.

The City has one lawsuit againg it that the insurance company will not cover. The City’s legd counsel has
dated that the case is weak againg the City and a favorable outcome is expected. The anount is not
materid to the City’ sfinancid satements taken asawhole.

Risk Management

The City is exposed to various risks of loss reated to torts; theft, damage to and destruction of assets,
errors and omissions, injuries to employees, and naturd disasters. These risks are covered by the purchase
of commercia insurance. Settled claims from these risks have not exceeded commercia insurance coverage
in the past three fiscd years.

Component Unit
The Water Department provides single premium hedlth insurance coverage for a period not to exceed three
continuous years for retirees with aminimum of 30 years of service.

(15) Prior Period Adjustment
The June 30, 2003 fund baance has been restated to correct an error in recording succeeding year
property tax as revenue. Previoudy, the City recognized succeeding year property taxes as revenue on the

Statement of Activities instead of recording them as deferred revenue on the Statement of Net Assets. The
effect of the restatement was to decrease beginning Net Assets by $9,861,491.

Thisinformation isan integra part of the accompanying financid satements.
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CITY OF MARION

Combining Balance Sheet
Nonmajor Governmental Funds

June 30, 2004
Special Revenue
Tax Community
Road Use I ncrement Development Police
Replacement Financing Block Grant Retirement
Assts
Cash and investments $ 714,347 $ 393296 $ 120,765 $ 1,015,980
Receivables.
Accounts - 13,921 - -
Interest 1,081 - - 2,373
Notes - - 63,787 -
Due from other governments - - - -
Total assets $ 715428 $ 407,217 $ 184552 $ 1,018,353
Liabilities
Accounts payable $ - $ - $ - $ -
Fund balances:
Unreserved 715,428 407,217 184,552 1,018,353
Totd ligbilitiesand
fund balances $ 715428 $ 407,217 $ 184552 $ 1,018,353
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Total

Nonmajor
Other Sewer Park M aintenance Governmental
Benefits Assessment Development Bond Funds

$ 1429878 $ 51,904 $ 29,298 $ 151,333 $ 3,906,801

- - - - 13,921
4,125 - - - 7,579
- - - - 63,787

$ 1434003 $ 51904 $ 29298 $ 151,333 $ 3,992,088

1,434,003 51,904 23,846 151,333 3,986,636

$ 1434003 $ 51904 $ 29298 $ 151,333 $ 3,992,088
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Revenues:
Use of money and property
I ntergovernmental
Charges for services
Speciad assessments
Miscellaneous

Tota revenue

Expenditures.
Operding:

Public safety

Public works

Culture and recreation

Community and
€economic
devel opment

Debt service

Capitd projects

Totd expenditures

Excess (deficiency) of revenues
over (under) expenditures

Other financing sources (Uses):
Trandersin
Transfers out

Net other financing
sources (Uses)

Excess (deficiency) of revenues
and other financing sources over
(under) expenditures and other
financing uses

Beginning fund baance

Ending fund balance

CITY OF MARION
Statement of Revenues, Expenditures
and Changesin Fund Balance
Nonmajor Governmental Funds

For the Year Ended June 30, 2004

Special Revenue

Tax Community
Road Use I ncrement Development Police
Replacement Financing Block Grant Retirement
$ 14640 $ - $ 298 % 30,297
- 534,112 - -
- - 4,931 -
14,640 534,112 5,229 30,297
- 470,692 - -
212,100 - - -
212,100 470,692 - -
(197,460) 63,420 5,229 30,297
195,000 333,438 - -
. - - (215,000)
195,000 343,797 - (215,000)
(2,460) 396,858 5,229 (184,703)
717,888 10,359 179,323 1,203,056

$ 715428 $ 407217 $ 184552 $ 1018353
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Total

Nonmajor

Employee Sewer Park Maintenance  Governmental
Benefits Assessment Development Bond Funds

$ 58,000 $ - $ 58 $ 23 9 103,316
- - - - 534,112
- - - 29,075 29,075
- - - - 4,931
58,000 - 58 29,098 671,434
30,227 - - - 30,227
17,827 - - - 17,827
4,943 - - - 4,943
- - - - 470,692
- - 198,626 - 410,726
52,997 - 198,626 - 934,415
5,003 - (198,568) 29,098 (262,981)
279,298 - - 122,235 929,971
) - - - (215,000)
279,298 - - 122,235 714,971
284,301 - (198,568) 151,333 451,990
1,149,702 51,904 222,414 - 3,534,646

$ 1434003 $ 51904 $ 23846 $ 151,333 $  3,986.636
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ASsets
Current assets:
Cash and invesments
Recevables.
Accounts
Unbilled revenue
| nterest

Tota current
assets

Noncurrent assets:
Notes receivable
Equipment

Storm water system

Accumulated depreciation

Congtruction in progress

Tota noncurrent
assets

Tota assats

Ligbilities
Accounts payable
Accrued payroll

Tota current
ligbilities

Net assats:
Invested in capital assets, net
of related debt
Restricted for:
Future congtruction
Unrestricted

CITY OF MARION

Combining Statement of Net Assets

Nonmajor Enterprise Funds

June 30, 2004

Business-type Activities- Other Enterprise

Sewer Solid Storm
Rent Waste Water
Replacement Replacement M anagement Total
$ 1377072 $ 532502 $ 1225612 $ 3,135,186
3,000 2,000 3,500 8,500
1,380,072 534,502 1,229,112 3,143,686
55,998 - - 55,998
- 255,557 - 255,557
- - 261,704 261,704
10,963 - 197,164 208,127
66,961 255,557 458 868 781,386
$ 1447033 $ 790059 $ 1687980 $ 3.925,072
$ - $ - $ 9460 $ 9,460
- - 9,460 9,460
- 255,557 458 868 714,425
1,447,033 534,502 1,219,652 3,201,187
$ 1447033 $ 790059 $ 1678520 $ 3915612
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CITY OF MARION
Combining Statement of Revenues, Expenses
and Changesin Fund Net Assets
Nonmajor Enterprise Funds

For the Year Ended June 30, 2004

Business-type Activities- Other Enterprise

Sewer Solid Sorm
Rent Waste Water
Replacement Replacement M anagement Total
Operating revenue:
Charges for services $ 291,200 $ 144329 $ 386,181 $ 821,710
Miscellaneous revenues - - - -
Totd operating
revenue 291,200 144,329 386,181 821,710
Operating expense:
Persond services - - - -
Services and commodities 142,891 - 6,745 149,636
Depreciation - - - -
Totd operating
expense 142,891 - 6,745 149,636
Operdting income
(loss) 148,309 144,329 379,436 672,074
Nonoperating revenue expense:
I ntergovernmental - - - -
Investment income 39,620 25,484 28,794 93,898
Specid assessments - - - -
Tota nonoperating
revenue 39,620 25,484 28,794 93,898
Income (l0ss)
before contributions
and transfers 187,929 169,813 408,230 765,972
Transfers out (10,035) - - (10,035)
Change in net assts 177,894 169,813 408,230 755,937
Beginning net assets 1,269,139 620,246 1,270,290 3,159,675
Ending net assets $ 1447033 $ 790059 $ 1678520 $ 3915612

67



Cash flows from operating
activities
Cash received from users
Cash paid to employees
Cash paid to suppliers

Net cash flows from
operating activities

Cash flows from non-capita
financing activities
I ntergovernmental
Speciad assessments
Operating trandfers
in (out)

Net cash flows from
non-capitd financing
activities

Cash flows from capital and
related financing activities:
Purchase of capital assets

Cash flows from investing

activities

Interest from investments

Payments recelved on notes
receiveble

Proceeds from government
securities

Purchase of government
securities

Net cash flows from
Investing activities
Net increase (decrease) in cash
and cash equivaents

Cash and cash equivaents,
June 30, 2003

Cash and cash equivaents,
June 30, 2004

CITY OF MARION

Combining Statement of Cash Flows
Nonmajor Enterprise Funds

June 30, 2004

Business-type Activities- Other Enterprise

Sewer Solid Storm
Rent Waste Water
Replacement Replacement M anagement Total
$ 291,200 $ 144329 $ 386,181 $ 821,710
(197,770) - (3,100) (200,870)
93,430 144,329 383,081 620,840
(10,964) (106,009) (197,165) (314,138)
39,620 25,484 25,294 90,398
14,933 - - 14,933
- - 1,971,479 1,971,479
- - (1,747,980) (1,747,980)
54,553 25,484 248,793 328,830
137,019 63,804 434,709 635,532
626,553 66,699 27,768 721,020
$ 763572 $ 130503 $ 462477 $ 1,356,552
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Business-type Activities- Other Enterprise

Sewer Salid Storm

Rent Waste Water
Replacement Replacement M anagement Total

Reconciliation of operating
income (loss) to net cash flows
from operating activities:
Operating income (l0ss) $ 148309 $ 144329 $ 379436 $ 672,074
Adjustmentsto reconcile
operating income (10ss)
to net cash flowsfrom
operating activities:
Depreciation expense - - - -
Change in assets and
ligbilities
Receivables - - - -
Due from other
governments - -
Accounts payable (54,879) - 3,645 (51,234)
Accrued expenses - -

$ 93430 $ 144329 $ 383081 $ 620,840
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Independent Auditor’s Report on Internal Control
Over Financial Reporting and on Compliance and Other
Matters Based on Audit of Financial Statement

To the Honorable Mayor and
Members of the City Council
Marion, lowa

We have audited the financid datements of the governmentd activities, the business type activities, the
aggregate discretely presented component units, each mgor fund, and the aggregate remaining fund information
of City of Marion as of and for the year ended June 30, 2004 which collectively comprise City of Marion's
basic financid statements and have issued our report thereon dated September 2, 2004. We conducted our
audit in accordance with auditing standards generdly accepted in the United States of America and the
dandards applicable to financid audits contained in Government Auditing Standards, issued by the
Comptroller Genera of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we consdered City of Marion' sinternd control over financid reporting in
order to determine our auditing procedures for the purpose of expressing our opinion on the financid satements
and not to provide an opinion on the internd control over financia reporting. However, we noted certain
matters involving the interna control over financia reporting and its operation that we consider to be reportable
conditions. Reportable conditions involve matters coming to our atention relating to significant deficiencies in
the design or operation of the internd control over financid reporting that, in our judgment, could adversdly
affect City of Marion's ability to record, process, summarize and report financid data condgstent with the
assartions of management in the financid statements. Reportable conditions are described in the accompanying
schedule of findings and responses asitems I-A-04 and |-B-04.

A materid weakness is a reportable condition in which the design or operation of one or more of the interna
control components does not reduce to a relatively low leve the risk that misstatements caused by error or
fraud in amounts that would be materid in relation to the financid statements being audited may occur and not
be detected within a timely period by employees in the norma course of performing their assigned functions.
Our congderetion of the interna control over financia reporting would not necessarily disclose dl mattersin the
internal control that might be reportable conditions and, accordingly, would not necessarily disclose al
reportable conditions that are also considered to be materia weaknesses. However, we believe none of the
reportable conditions described above is a materia weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether City of Marion's financid statements are free of
maeid misstatement, we performed tests of its compliance with certain provisons of laws, regulations,
contracts, and grant agreements, noncompliance with which could have a direct and materid effect on the
determination of financid datement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit and, accordingly, we do not express such an opinion. The results
of our tests disclosed no ingtances of noncompliance or other matters that are required to be reported under
Government Auditing Standards.
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This report is intended soldly for the information and use of the audit committee, management and pass-through
entities and is not intended to be and should not be used by anyone other than these specified parties.

We would like to acknowledge the many courtesies and assistance extended to us by personnd of the City of

Marion during the course of our audit. Should you have any questions concerning any of the above matters, we
shall be pleased to discuss them with you at your convenience,

Cedar Rapids, lowa
September 2, 2004
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CITY OF MARION
Schedule of Findings
Year Ended June 30, 2004

Part |: Findings Related to the Financial Statements

INSTANCES OF NON-COMPLIANCE:

No matters were noted.

REPORTABLE CONDITIONS:

I-A-04

I-B-04

Segregation of duties - One important aspect of internad contral is the segregation of duties
among employees to prevent an individua employee from handling duties which are
incompetible. We noted that employees in the office can open mail, list out cash receipts
and make bank deposits. Also, the individud responsible for maintaining cash records
performs the monthly bank reconciliations. We dso noted individuals can prepare and sign
checks and aso perform monthly bank reconciliations.

Recommendation - We redlize that with a limited number of office employees, segregation
of dutiesis difficult. However, we recommend that the City review its operating procedures
to obtain the maximum interna control possible under the circumstances.

Response - The City will review ther present interna control procedures and will consider
additiond review procedures where practical.

Conclusion - Response accepted. The City should segregate duties to the extent possible
with exiging personne and utilize adminigtrative personnd to provide additiona control
through review of financid transactions and reports.

Capita Asset Records - We noted instances of input errors when posting new entries to the
capital assets records from the source documents.

Recommendation - We recommend the City establish some type of input or output control
to assure entries to capital asset records agree to supporting source documents.

Response - We will consder thisin the future.
Conclusion - Response accepted.
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CITY OF MARION
Schedule of Findings
Year Ended June 30, 2004

Part I1: Findings Related to Statutory Reporting

11-A-04

11-B-04

11-C-04

11-D-04

l1-E-04

II-F-04

11-G-04

11-H-04

Officid Depogitories - A resolution naming officia depostories
has been approved by the City. The maximum deposit amounts in the resolution were not exceeded
during the year ended June 30, 2004.

Certified Budget - Disbursements during the year ended June
30, 2004 did not exceed the amounts budgeted.

Questionable Disbhursements - We noted no disbursements that
fail to meet the requirements of public purpose as defined in an Attorney Generd’s opinion dated
April 25, 1979.

Travel Expense - No disbursements of City money for trave
expenses of spouses of City officias or employees were noted.

Busness Transactions - We noted no business transactions
between the City and City officias or employees.

Bond Coverage - Surety bond coverage of City officids and
employess is in accordance with statutory provisions. The amount of coverage should continue to
be reviewed annudly to insure that the coverage is adequate for current operations.

Council Minutes - We noted no transactions thet we believe
should have been approved in the council minutes and were not.

Deposits and Invesments - We noted no instances of nor:
compliance with the deposit and investment provisions of Chapter 12B and 12C of the Code of
lowa and the City’ s investment policy.
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CITY OF MARION
Audit Staff

This audit was performed by:
William E. Murray, CPA, Audit Partner
Andrew J. Johnson, In-charge
Tim Wood, CPA
Jm Fiztpatrick, CPA
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